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SUBJECT: PETROLEUM REVERSION: TEXACO AND IPC PROVIDE 
FURTHER DETAILS ON NEGOTIATIONS 

REF A. STATE 219364; B. CARACAS 9886 

1. SUMMARY: THE PETROLEUM ATTACHE'S DISCUSSION WITH HANS TANNER OF 
TEXACO AND JOHN DAILEY OF INTERNATIONAL PETROLEUM FILLED IN SOME OF 
THE DETAILS IN THE NEGOTIATING SITUATION. THE TEHCNICAL SERVICE 
FEES ARE TO BE TIED TO PRODUCTION VOLUMES TO BE NEGOTIATED WITH THE 
FORMER CONCESSIONAIERS, THUS YIELDING A CONSTANT BASE MONTHLY SUM. 
IT REMAINS TO BE DECIDED WHETHER THE COMPANIES WILL HAVE TO COVER 
EXPATRIATE EMPLOYEE SALARIES OUT OF THE FEE (AS THE GOV PROPOSED) 

OR WHETHER THERE WILL BE PAYMENT ABOVE AND BEYOND THEFEE TO COVER 
THESE COSTS. THE GOV IS OFFERING A 1.5PERCENT MARKETING DISCOUNT FOR 
SALES TO NON-AFFILIATES. THE COMPANIES REGARD THAT AS TOO LOW. TEXACO 
HAS TOLD THE GOV IT WOULD BE WILLING AFTER NATIONALIZATION TO LIFT 
MORE OIL THAN ITS CURRENT PRODUCTION IF THE PRICE IS RIGHT. THE MIN 
OF MINES IS GIVING THE COMPANIES A CHANCE TO REVIEW AND CHALLENGE ITS 
COMPENSATION FIGURES AS THESE ARE CALCULATED. IT APPEARS THAT THE 
COMPANIES MAY BE ABLE TO REDEEM THE COMPENSATION BONDS IN 5 YEARS 
THROUGH OIL PURCHASES- AND THEY ARE ARGUING FOR THE OPPORTUNITY TO 
REDEEM THE BONDS EVEN MORE RAPIDLY THROUGH INCREASED LIFTINGS. 3 
SMALL COMPANIES (2 VENEZUELAN) ARE NOW SCHEDULED TO DISAPPEAR. IT IS 
APPARENT THAT JOCKEYING IS UNDERWAY AMONG THE PRODUCERS FOR POST- 
NATIONALIZATION POSITION. THE INFO THEY HAVE PROVIDED IN CONFIDENCE 
ON THE STATUS OF NEGOTIATIONS IS PROPRIETARY AND NOT FOR DISSEMIN- 
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2. TECHNICAL SERVICE FEE: THE TEHCNICAL SERVICE FEE WILL BE APPLI- 
CABLE TO THE VOLUME OF OIL PRODUCED FROM THE FORMER CONCESSIONS. IT 
WILL BE PAID ON THE OIL LIFTED FOR EXPORT AS EITHER CRUDE OR REFINED 
PRODUCTS. THE FEE WILL BE PAID IN CASH, AND NOT AS A DISCOUNT ON THE 
SALES CONTRACT. SINCE THE FEE WILL BE TIED TO PRODUCTION VOLUMES 

TO BE NEGOTIATED WITH FORMER CONCESSIONAIRES, IT WILL BE A CONSTANT 
BASE MONTHLY SUM. IN THE CASE OF TEXACO, WHICH NOW NETS ABOUT 90,000 
B/D, THE FEE COULD BE TENTAVELY ESTIMATED AT $9,000 DAILY (THE 
VOLUME TIMES 10 CENTS PER BARREL), ASSUMING THE NEGOTIATIONS 
ARE BASED ON CURRENT PRODUCTION LEVELS. 

3. TANNER SAID THAT TEXACO HAS INFORMED THE GOV IT WOULD BE WILLING 
TO CONSIDER LIFTING MORE THAN ITS CURRENT PRODUCTION AFTER NATION- 
ALIZATION, IF THE AGREED PRICE IS RIGHT. HE SAID HIS COMPANY, AND 
MOBIL, ARE THE OBVIOUS ALTERNATIVES WHICH PETROVEN SHOULD CONSIDER 
IN LIEU OF PLACING ALL "ITS OIL EGGS IN THE EXXON/SHELL BASKET." 

THESE LATTER COMPANIES DO NOT NEED MORE THAN THEY NOW PRODUCE FROM 
VENEZUELA, WHILE TEXACO AND MOBIL, WHICH ALSO HAVE VERY STRONG 
MARKETING POSITIONS IN THE U.S. WOULD BE WILLING TO CONSIDER 
ADJUSTING MARKETING PATTERNS IN ORDER TO TAKE MORE VENEZUELAN CRUDE. 
TANNER MENTIONED, AS AN INCENTIVE TO LIFTING MORE OIL, THE FACT THAT 
THE GOV IS PROPOSING A DISCOUNT OF 1.5 PERCENT ON SALES TO NON- 
AFFILIATED BUYERS. THE DISCOUNT IS INTENDED TO ENCOURAGE INCREASED 
LIFTINGS, PERHAPS TO NEW MARKETS, BUT THE OIL COMPANIES HAVE TOLD 
THE GOV NEGOTIATORS THAT THE PROPOSED DISCOUNT IS TOO LOW. 

4. TANNER CONFIRMED THAT TEXACO IS IN THE SECOND CATEGORY GROUP 
OFFERED A TEN CENT PER BARREL TECHNICAL SERVICE FEE. HE OPPOSES IN 
PRICNIPLE THE SLIDING SCALE CONCEPT, BUT DOES NOT EXPECT IT TO BE 
ELIMINATED. HE ALLUDED TO THE "GAME PLAN" IN PARA 4 OF REF A, WHERE 
SMALLER COMPANIES WILL BE TOUGH IN ORDER TO GIVE APPEARANCE OF SOFT- 
NESS TO CREOLE TERMS. TANNER POINTED OUT WITH RESPECT TO MENE GRANDE 
INCLUSION IN THE 2ND CATEGORY THAT 1/2 OF MENE GRANDE IS SHELL AND 
EXXON, WHICH ALREADY HAVE THE FIRST CATEGORY CLASSIFICANTION. 

GULF'S NET PRODUCTION DOES NOT QUALIFY IT FOR BETTER TREATMENT THAN 
THE OTHER COMPANIES WITH WHICH IT IS GROUPED, HE ASSERTED. 

5. TEXACO HAS ALREADY INCORPORATED A VENEZULAN FIRM, CALLED TEXACO 
SERVICES, WHICH WILL CONDUCT THE FIRM'S POST-NATIONALIZATION 
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BUSINESS. THE 15 FOREIGN EMPLOYEES HERE WILL BE TRANSFERRED INTO THE 
NEW COMPANY IN JAN. ONE OF THE DETAILS APPARENTLY STILL TO BE 
DECIDED REGARDING THE TECHNICAL SERVICE FEE IS WHETHER IT COVERS THE 
SALARIES OF THESE EMPLOYEES. THE GOV HOLDS THAT THE FEE IS PRECISELY 
TO COVER SUCH COSTS, WHILE THE OIL COMPANIES WANT THE SALARIES AND 
RELATED COSTS TO BE PAID OVER AND ABOVE THE FEE, ACCORDIN GT O TANNER. 

6. COMPENSATION: DAILEY DESCRIBED THE PROCEDURE THE MINES MIN IS 
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CURRENTLY UTILIZING TO ARRIVE AT COMPENSATION AGREEMENT. THE REVER- 
SION DIRECTOR. CALDERONBERTI, IS CALLING THE COMPANIES IN TO LOOK AT 
HIS CALCULATIONS. THE COMPANIES ARE INVITED TO AGREE WITH OR TO DIS- 
PUTE THE AMOUNTS. THEY CAN CHALLENGE OMISSIONS. DEPRECIATION 
CALCULATIONS, OR OTHER DEDUCTIONS. DAILEY SAID THAT MENE GRANDE HAS 
1 UNSIGNED UNITIZATION AGREEMENT WITH CVP, BUT HE DID NOT DWELL ON 
THE DRAINAGE DEDUCTION QUESTION. DAILEY AGREES WITH THIS PROCEDURE 
BECAUSE IT PERMITS FLEXIBILITY AND ALLOWS FOR DIFFERENCES TO BE 
RESOLVED BEFOR THE FINAL COMPENSATION FIGURES ARE PUBLICLY ANNOUNCED. 

7. TANNER SAID THAT IT HAS BEEN AGREED THAT COMPANIES 

WILL BE PERMITTED TO PAY FOR 2.5 PERCENT OF EACH OIL PURCHASE WITH 
COMPENSATION BONDS. THE GOV WILL ATTEMPT TO ESTABLISH A MIXIMUM OF 5 
PERCENT OF THE TOTAL VALUE OF COMPENSATION BONDS THAT CAN BE REDEEMED 
PER QUARTER. THIS WOULD HOLD TOTAL REDEMPTION TO 20PERP 
IL 

PER YEAR AND REQUIRE 5 YEARS TO COMPLETE THE COMPENSATION PAYMENTS. 
HOWEVER, THE QUOTA CONCEPT MAY PROVE UNWORKABLE SINCE IT IS NOT 
CLEAR HOW IT COULD BE APPLIED EQUITABLY AMONG ALL THE COMPANIES. 

WITH THE OPPORTUNITY TO "CASH" THE BONDS MUCH MORE RAPIDLY THAN 
ORIGINALLY ANTICIPATED, TANNER BELIEVES THE INCENTIVE TO DISCOUNT 
THEM IMMEDIATELY, (AT AN ESTIMATED 40 PERCENT OF VALUE) HAS DISSI- 
PATED. SINCE THE BONDS WILL SERVE AS CASH FOR 2.5 PERCENT OF EACH 
OIL PURCHASE, OTHER FACTORS BEING EQUAL, THE COMPANIES WILL HAVE AN 
INCENTIVE TO BUY MORE VENEZUELAN OIL IN ORDER TO UTILIZE THE BONDS 
QUICKLY AND THEREBY INSURE THEIR COMPENSATION IS NOT DEPRECIATED 
BY INFLATION. FOR THIS REASON, THE COMPANIES INSISTED THAT THE 
REDEMPTION FEATURE BE TIED TO INDIVIDUAL PURCHASES RATHER THAN AN 
ANNUAL VOLUME, AND THEY WILL RESIST THE GOV EFFORT TO LIMIT REDEM- 
PTION TO A QUARTERLY QUOTA (UNLESS THE QUOTA IS SUFFICIENTLY LARGE 
ENOUGH TO PERMIT THE COMPANIES THE LATITUDE TO RETIRE THEIR 
BONDS AT THEIR OWN PACE BY MOVING LARGER VOLUMES OF OIL IF THEY SO 
CHOOSE.) WHATEVER IS AGREED, THE GOV DOES NOT PLAN TO REDEEM THE 
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FINAL TWENTY PERCENT OF COMPENSATION BONDS FOR 3 YEARS, OR UNTIL 
THE PHYSICAL INVENTORY OF PLAND AND EQUIPMENT IS COMPLETED AND ALL 
DEBTS CALCUALTED. THIS 20PERCENT WILL COMPRISE THE GURANTY FUND. 

8. 1ST CASUALTIES: TANNER STATE THAT ULTRAMAR, WHICH OPERATES HERE AS 
CARACAS PETROLEUM, WILL BE COMPENSATED AND PHASED OUT OF THE PICTURE. 
ULTRAMU NOW HAS AN UNDIVIDED 50 PERCENT INTEREST IN THE CORO PETROL 
COMPANY. TEXACO OWNS THE OTHER 50 PERCENT AND OPERATES THE CONCESSION 

THE CORO PETROLEUM PRODUCES LESS THAN 5,000 B/D FROM CONCESSIONS IN 
EASTERN VENEZUELA. CARACAS PETROLEUM RECEIVES ONE-HALF OF THIS, AND 
PURCHASES OR RECEIVES THROUGH ROYALTY AGREEMENTS AN ADDITIONAL SMALL 
QUANHSTY. (LAST PUBLISHED BREAKDOWN IS FOR MAY 75, WHEN CARACAS 
PETROLEUM NETTED JUST OVER 6,000 B/D) TANNER 
INDICATED THAT THE GOV HAS ASKED TEXACO TO OPERATE THE CORO 
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CONCESSIONS ALONE AFTER ANTIONALIZATION. 

9. TANNER ALSO SAID THAT MITO JUAN AND LAS MERCEDES, BOTH VENEZUELAN 
OWNED, WILL BE ELIMINATED AS OPERATING COMPANIES, BUT HE WAS NOT 
CLEAR WHAT COMPANIES WILL OPERATE THEIR FORMER CONCESSIONS. TALON, 
OWNED BY THE TUDELA FAMILY WHO HAVE A STRONG INTERNATIONAL BROKERAGE 
OPERATION WILL APPARENTLY BE RETAINED AS 1 OF THE OPERATING UNITS. 

10. COMMENT: THE REMARKS OF BOTH TANNER AND DAILEY INDICATED 
THAT THERE IS SOME JOCKEYING GOING ON AMONG THE OIL COMPANIES FOR 
PSOT-NATIONALIZATION POSITION IN THE INDUSTRY. 

1 1 . TANNER INDICATED THAT NEGOTIATIONS HAVE NOT GOTTEN DOWN TO A 
SERIOUS DISCUSSION OF THE POST-NATIONALIZATION OIL PRICE. MINES MIN 
HERNANDEZ WANTED VERY MUCH TO GET AN AGREEMENT IN PRINCIPLE WITH THE 
OIL COMPANIES BEFOREGOING TO VIENNA, BUT TANNER SAID HE WAS UNSUCC- 
ESSFUL. HE BELIEVES THE OIL PRICE NEGOTIATIONS CANNOT BEGIN UNTIL 

THE OPEC DECISION IS TAKEN. THE COMPANIES DID NOT WANT TO GIVE 
HERNANDEZ A PRICE AGREEMENT THAT HE COULD TAKE TO THE OPEC MINISTERS 
THEY DO NOT WANT TO BE LOCKED INTO AN OIL PRICE FORMULA HERE THAT 
MIGHT SERVE AS A PRECEDENT FOR SAUDI ARABIA AND KUWAIT. 

SHLAUDEMAN 
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